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This study constitutes part of the "Support for Eco-
nomic Reforms in Bulgaria" project conducted by the
Center for Economic and Social Research (CASE
Research Foundation), Warsaw and financed by the Open
Society Institute, Budapest. The aim of the project is to
assist co-operation with Bulgarian counterparts in imple-
menting structural reforms in the Bulgarian economy. At
the request of the Bulgarian authorities, this assistance
involves developing and carrying out reform programs, as
well as evaluating their results in priority areas of struc-
tural and institutional reform, with particular reference to
the process of ownership transformation. This includes
providing an overall strategy for privatization and report-
ing its effects, monitoring the process of enterprise priva-
tization, post-privatization contract enforcement and the
restructuring of newly privatized companies. 
The purpose of this study is to:
 describe and evaluate the fiscal dimension of the pri-
vatization process in Bulgaria and Poland,
 conduct a cross-country comparison of the fiscal
effects of privatization in Bulgaria and Poland, examining
their respective approaches to the same,
 identify the crucial factors in the privatization strat-
egy and policies of both countries that affect their privati-
zation revenues,
 provide background information for the possible
transfer of know-how concerning the best approach to
maximizing the fiscal effects of privatization, by examin-
ing those positive and negative aspects of Poland's expe-
rience that could prove relevant to Bulgaria's economic
environment.
This study includes an evaluation of the fiscal effects of
privatization in both countries in the period since the very
beginning of the process, i.e. in the case of Poland since
1990 and in the case of Bulgaria since 1993. The cross-
country comparison of the fiscal dimension of privatiza-
tion has been contingent on the privatization models, pri-
orities and methods applied in both countries.
The research on the fiscal effects of privatization was
undertaken by the CASE Research Foundation and the Insti-
tute for Market Economy, Sofia, at the request of the Eco-
nomic Policy Committee of the Bulgarian Parliament. The
independent assessment of the fiscal results of privatization
the Committee expects to receive will form part of an over-
all evaluation of the ownership transformation process in the
Bulgarian economy and the effectiveness of that process. 
This study is to be a follow-up to the previous CASE
and IME research and consultancy activities in the area of
privatization, both with regard to the Bulgarian and Polish
cases and comparative studies.
The general analytical framework for these compara-
tive studies is provided by the report from the interna-
tional research project entitled "Privatization in post-Com-
munist countries", that was carried out under the auspices
of the CASE Research Foundation [1].
The changing priorities of the Bulgarian government's
privatization strategies, reflected in the varying pace of
the country's privatization process to 1998 was analyzed
in the report The Role of the Core Executive in the Privati-
zation Process [2]. The current study is to verify and
update conjunctions between declared priorities, applied
strategies and the fiscal effect of privatization.
The description of the various fiscal aspects of privati-
zation will attempt to provide answers to the following
questions:
1. To what extent have budgetary revenues been a pri-
ority of the privatization programs and strategies in Bul-
garia and Poland?
2. What were dynamics of the revenues obtained from
privatization in the two countries?
Introduction
[1] Blaszczyk, Barbara, Richard Woodward, (1996), Privatization in Post-Communist Countries: Experience, Problems, and Conclusions, in: Bar-
bara Blaszczyk, Richard Woodward (Eds.) Privatization in Post-Communist Countries, Warsaw, CASE, Volume I.
[2] Stanchev, Krassen, Luisa Perrotti (1999), The Role of the Core Executive in the Privatization Process, Country Report: Bulgaria, OECD/SIGMA
- World Bank Project (Draft), Sofia.8
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3. What role did specific privatization methods and
techniques play in providing revenues?
4. What was the level of concentration of these rev-
enues in the two countries i.e. the share of the proceeds
generated by privatization of major providers in total rev-
enues from privatization?
5. What was the role of foreign investments in provid-
ing revenues from privatization?
6. What was the share of revenues from privatization
in total budgetary income and GDP in the two countries?
7. What form do allocation procedures take?
The evaluation of the fiscal effects of privatization in
Bulgaria and Poland has been undertaken in order to:
1. Outline basic privatization procedures and identify
links with other fiscal issues,
2. Identify similarities and differences in approaches to
the privatization issue,
3. Identify comparable privatization methods and
strategies, 
4. Assess the "effectiveness" of these comparable
methods in providing revenues from privatization,
5. Identify the most commercial privatization schemes
and to assess the share of such schemes in generating rev-
enues,
6. Analyze limitations and the chances for increasing
revenues from privatization, depending upon methods
applied.
There are two factors to justify the work undertaken
for this report: the final stage of the privatization process
in Bulgaria and in Poland, which provides the ground for
generall evaluation, and diverse experience of both coun-
tries, in terms of applied approaches to privatization and
their fiscal dimensions, which gives the basis for compari-
son and transfer of know how. We hope that the findings
and conslusions will contribute in both countries to the
public debate on the progress and results of privatization
process as a part of structural transformation.
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Comparison of fiscal dimension of privatization process
in Bulgaria and in Poland reveals both similarities and differ-
ences. 
On the contrary to Poland, where privatization pro-
ceeds have been one of the highest priorities of the privati-
zation strategy, fiscal objectives have rarely been referred to
as a priority in the modeling and execution of Bulgaria's pri-
vatization policy. During the transition period privatization
served in Bulgaria two important functions that directly
affected fiscal affairs: a) cash inflow into the central budget
and various non-budgetary accounts and b) reduction of the
national debt through the use of government bonds as legal
tender in privatization transactions. Since the very beginning
of Bulgaria's privatization process, both these functions have
been subject to strict regulation. 
The major fiscal objective of Bulgarian privatization has
gradually changed from support of different off-budget
funds, i.e. different types of public spending, to official
debt reduction. The Bulgarian government's intention to
use privatization to relieve the national debt burden is
strengthened by the possibility of using a variety of gov-
ernment bonds as payment instruments in privatization
transactions. The main aim of privatization is currently the
reduction of foreign debt. This should apply to the entire
cash flow into the central budget, since no Brady bonds
have been used as payment instruments in privatization
since 1997. Since an early-1999 amendment to the Priva-
tization Act, 90% of the cash revenues from privatization
has flowed directly into the central budget (and not to 7
non-budgetary accounts).
The Polish government has adopted a "multi-track"
approach to privatization, using various methods which it
has been hoped will support the achievement of different
objectives. Capital (or indirect) privatization is aimed at pro-
viding the greatest revenues to the budget. In analyzing the
fiscal dimensions of Poland's privatization strategy for the
1990s, one cannot overestimate the importance of the pri-
vatization of the banking sector. This program of privatizing
state-owned banks was adopted at the beginning of 1991.
Together with the evolution of a general privatization
approaches, the allocation procedures for the revenues
obtained in both countries has been subject to subsequent
changes. 
Under the Polish Privatization Law of July 13, 1990,
parliament passes an annual resolution setting out a priva-
tization agenda (referred as "Directions of Privatization")
for the Government to follow. Due to increasing impor-
tance of revenues from privatization for the state budget,
beginning in 1993 these "Directions" were included as an
appendix to the Budget Law. From 1990 to 1997, the rev-
enues from privatization were included in the central bud-
get and covered current budgetary needs. Since 1997
incomes from privatization began to be separated from
the central budget. This was the result of the consensus
that revenues from privatization should not be consumed
by current budgetary needs, but should be earmarked to
cover the cost of social programs and State Treasury oblig-
ations towards Polish citizens. 
The Polish "Privatization Program up to 2001", adopted
by the Government in 1998, for the first time ever stipulat-
ed in a detailed manner the assignment of financial revenues
obtained from the privatization process. Of the social pro-
grams that are to be financed by revenues obtained from
privatization, the pension system reform is the most expen-
sive one. The second program intended to be financed
through privatization incomes was the compensation pro-
gram for 2.95 million employees working in the non-pro-
ductive State sector at the beginning of the 1990s and 1.3
million pensioners. The restitution program is also to be
covered by privatization revenues.
According to the 1999 and 2000 Budget Acts in Bulgar-
ia, allocation of excess revenues is at the discretion of the
Council of Ministers. The latter will decide on revenues allo-
cation 'taking into account the execution of privatization
programs and the financial restructuring of the real and
banking sectors according to the conditions of the three-
year agreement with the IMF'.
In early 1993, at the beginning of the privatization
process in Bulgaria, the total volume of state-owned long-
term assets was estimated to be BGN 580 million (USD 345
million). The total volume of state-owned assets subject to
privatization is BGN 383 million (USD 228 million) or 66%
CASE Reports No. 37
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of the total assets under state ownership/control. Prior to
2000, enterprises in infrastructure sectors (energy, trans-
portation, water supply and sewerage systems) were
excluded from the scope of privatization. It is estimated that
about 30% of long-term tangible assets are held by infra-
structure companies that for the time being are not subject
to privatization or would prove difficult to privatize. Accord-
ing to the Program for the Privatization of State-owned
Companies in 2000, some of these infrastructure enterpris-
es are scheduled for privatization.
The Polish Ministry of Ownership Transformation con-
ducted the first official assessment of the value of State
property in 1995. As of 31st December 1994, the book
value of the stocks and shares of State Owned Enterprises,
State financial institutions, commercialized State Enterprises
and companies with partial State Treasury participation was
estimated at 75 billion PLN or 30.8 billion USD. The esti-
mated value of the State's productive sector as of 31st
December 1997 was twice as much and amounted 150 bil-
lion PLN or 42.9 billion USD.
The privatization process in Bulgaria and in Poland has
been uneven in terms of both contracted payments and cash
revenues. 
For the period 19931999, the total volume of cash pro-
ceeds from privatization in Bulgaria amounts to approxi-
mately USD 1 billion. Privatization revenues have registered
a continual increase since 1993 along with an increase in the
number of transactions and volume of assets privatized. Pri-
vatization proceeds were only 0.1% of GDP in the first year
of the process, but reached 3.21% in 1997. Privatization's
contribution to consolidated budget revenues became rela-
tively significant after 1995, when it reached 1.2% of budget
revenues. The contribution was highest in 1997  9.9%. 
Privatization revenues for the period 19911999 in
Poland amounted to 11.878 million USD. The most
important from the budgetary point of view are revenues
from indirect privatization and this share is increasing
almost every year. In 1999, the total share of indirect pri-
vatization, enterprises plus banks, in total revenues
reached 97%. Revenues from indirect privatization are
also characterized by the most regular real annual growth
rate. Both, the share of privatization revenues in total
budget revenues and their share in GDP rises each year.
The highest ratio of privatization revenues in Poland was
in 1999 and amounted 9.58%.
The payments contracted by the central privatization
bodies in Bulgaria have significantly exceeded cash pro-
ceeds. On average, cash proceeds were 41% of contractu-
al payments. Since 1998, the annual programs of the privati-
zation have included projected contractual payments. The
actual payments contracted significantly exceeded the plan. 
Also in Poland for the last 6 years, the government has
regularly underestimated privatization revenues in any given
fiscal year. The regular underestimation of revenues may
suggest that privatization was being treated as a hidden
source of budget reserves. 
The total share of obligations in privatization revenues in
Poland is decreasing. This may be most easily observed in
the case of indirect privatization, which drives the total rev-
enues. In the case of direct privatization a prevailing number
of the privatized companies have been leased to insiders,
what results in deferred payments, similarly to the Bulgarian
MEBO buy-outs.
Concentration on revenues by source has been in both
countries significant, since almost 44% of the cash proceeds
from privatization in Bulgaria have so far come from the top
five transactions. Very high is also the level of concentration
of privatization revenues in terms of the major revenue
providers in Poland. The share of the largest privatization
contracts in total privatization revenues tends to increase,
especially over the last three years, i.e. 19971999.
The greatest number of large privatization transactions
in Poland has been performed in the banking sector (6), fol-
lowed by the tobacco industry (4) and the cement and phar-
maceutical industries (3).
The contractual revenues from transactions with foreign
investors amounted in Bulgaria  to approximately USD 825
million, i.e. 36% of the payments contracted by all central
privatization bodies. The volume of foreign direct invest-
ments through privatization (including direct payments and
liabilities of privatized companies undertaken) was USD
1.14 billion for the period 19931999, i.e. 42% of the total
FDI volume for the period.
The share of foreign investors in total privatization rev-
enues in Poland has been declining: from 78.7% in 1991 up
to 23.3% and 12.5% in 1997 and 1998 respectively. The
ratio of revenues from transactions concluded with foreign
investors to total foreign direct investments for the last
three years did not exceeded 10%, and in 1998 declined
even below 5% of FDI volume.
The privatizing agents in Bulgaria contracted the pay-
ments using several types of payment instruments, including
cash, government securities, vouchers and compensatory
bonds (issued against restitution claims). The main feature of
all the regulations introduced to deal with the legal, institu-
tional and procedural aspects of the debt-equity swap
mechanism in Bulgaria was debt annulment by converting
government debt in state assets. The total volume of gov-
ernment bonds actually used as legal tender in privatization
amounts to approximately USD 413 million, i.e. about 29%
of actual payments (including cash and debt instruments).
Almost 2/3 of the total volume of government bonds used in
privatization payments has been domestic debt bonds.
The role of payment instruments other then cash would
not seem to be an important factor in privatization revenues
in Poland. Only at the very beginning of the privatization
process, some direct privatization payments were carried
out by Polish state treasury bonds.
CASE Reports No. 3711
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Direct costs of privatization in both countries are rel-
atively small and constitute a decreasing fraction of pri-
vatization revenues. The costs of privatization in Bulgar-
ia were on average 3.7% of the total cash revenues from
privatization. The greatest costs have been connected
with the implementation of the process, when the cost
of the capital privatization in Poland amounted to 21%
of privatization revenues, following which the cost
began to fall to the level of about 2% in 1998 and 1% in
1999.
CASE Reports No. 3712
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Privatization considered as a transfer of ownership of
state owned assets to the private actors may have various
economic, social and political objectives [Bornstein, 1992].
As a rule, the goal of privatization is to maximize some com-
bination of these objectives. The combinations resulting in
privatization strategy mix vary among the separate coun-
tries and could be subject to changes in each of them.
1.1. The Case of Bulgaria
An analysis of the fiscal aspects of Bulgaria's privatiza-
tion process is somewhat hampered by the changes that
have occurred in the country's priorities and revenue allo-
cation schemes over the last few years. In this period, the
government amended its rhetoric and policy-vision vis a
vis privatization. However, the overall organization of the
institutions governing the process has never been seri-
ously challenged, though it has undergone substantial
reform and rationalization in accordance with amend-
ments to the privatization model. The creation of new
institutions and the work of existing ones have supported
these new approaches.
The first major characteristic of the Bulgarian privatiza-
tion process concerned its so-called voucher privatization.
Naturally, this model had very limited fiscal effect. Howev-
er, its purpose was not mass privatization. This necessitated
maintaining conventional privatization as a source of budget
revenue. At some point, however, this approach began to
contradict the idea of auctioning vouchers for enterprises in
relatively good condition. This concept had been put for-
ward since 1990, but it wasn't until 1994 that it took shape
under the cabinet of Mr. Berov. Subsequent cabinets have
substantially remodeled this originally very liberal project,
which first and foremost aimed at reducing government
responsibility for the process. It was applied on two occa-
sions: the first time in 19951996, under a socialist govern-
ment and the second time, although in an entirely revised
form, under the current government, that took office in
April 1997. However, the impact of voucher privatization
on the disposal of State-owned assets has been relatively
limited.
Preparation of the first scheme began in 1995 but was
only conducted between the end of 1996 and the beginning
of 1997: notably, when the socialist government then in
power, already facing a crisis, was also under considerable
pressure from international financial institutions. The
process resulted in 85 million shares being offered to the
public, over 80% of which were sold.  
The second wave of mass privatization began in Febru-
ary 1999. To reflect the government's policy shift, the deci-
sion to resort to this method of privatization was based
more on the need to accelerate the overall process than, as
in the previous case, an attempt to pursue objectives of
'social fairness'. 
As mentioned earlier, the second wave of mass privati-
zation was conceived in a radically amended form. Firstly,
privatization funds were excluded from the process [3] 
although there are several different ways of investing the
vouchers (for instance, in pension funds). Secondly, the
price at which shares are acquired is not fixed but weighted
against the average of all bids. A broad range of payment
instruments (including cash) is allowed, vouchers may not
be traded and entirely new negotiable instruments ('com-
pensatory bonds') may be issued against claims on formerly
nationalized properties, to complement the 'restitution' side
of the privatization program. Furthermore, unlike the situa-
tion in 1996, there is currently no fixed list of State-owned
enterprises to be privatized by this method. Instead, the
Part 1
Strategies and Fiscal Objectives of Privatization in Poland
and Bulgaria
[3] In order to participate in this wave of mass privatization, in fact, the earlier funds are required to register as investment intermediaries with the
Securities and Exchange Commission. 13
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policy provides for minority stakes (up to 510%) of all
state-owned enterprises to be offered to the general public
at centralized bidding sessions. 
It is not clear how such a limited percentage of shares
could actually accelerate the privatization process and
thus improve overall economic and fiscal performance.
Moreover, only 'unattractive' companies are likely to be
included in the scheme. It is certainly too early to evalu-
ate the effects of this second wave of mass privatization.
Indeed, the government's changing vision has not facili-
tated the process but, compared to the first wave of
mass privatization, has seriously affected economic per-
formance.
Management-employee buy-outs (MEBO) have been
the second major component of Bulgaria's privatization
approach. The country's privatization law has introduced
a special regime for management-employee buy-outs
(MEBO) and cash privatization transactions. In general,
MEBOs are not a typical phenomenon of any given set of
governments, in particular, socialist-led governments.
Under the current reform-minded government, recourse
to this preferential system has been justified by the need
to accelerate the disposal of State's assets [4]. However,
the institutional impact has been that such transactions
have in fact distributed the rights to re-sell formerly gov-
ernment-owned assets to managers that were appointed
by the government itself [5].
It is generally considered that MEBOs fail to maximize
fiscal revenues, tend to result in poor corporate manage-
ment and embody politically acceptable methods of liqui-
dating public enterprises. Indeed, MEBOs are often the
solution applied when the firms involved have already
accumulated losses that decrease the value of their net
assets and therefore, lower the sale price and the rev-
enues that can be expected. Furthermore, the increasing
number of MEBOs tends to magnify some of the most
powerful constraints on the Bulgarian privatization
process: for instance the built-in collateral legislation
concerning procedures for hiring and firing the manage-
ment staff of State-owned enterprises, as well as that
concerning the appointment of Board members. Such
legislation ultimately enables the management of State-
owned enterprises in various ways to obstruct or privati-
zation or make it conditional on other issues. In June
2000, Bulgaria's Prime Minister publicly admitted for the
first time that obvious conflicts of interest exist in such
privatization methods. The fall in the number of MEBO
transactions in 1999 to 43.5% of all privatization trans-
actions is evidence of an awareness that these companies
are likely to perform badly in terms of efficiency and
competitiveness. Eventually, a market-driven economic
system will take shape albeit gradually, once resale
through MEBO mediation is discontinued.
The third major feature, a relatively recent innova-
tion, has been the policy of involving so-called 'privati-
zation intermediaries'. This selection of 'privatization
intermediaries' from among internationally reputed con-
sulting firms, to perform as 'agents' of the government in
the preparation of large-scale privatization transactions
constitutes an important and controversial development
of the current government's policy. The government
decided that the presence of such intermediaries would
increase the level of foreign investment, improve priva-
tization results and increase the transparency of sales.
Between 1997 and 1999, 170 enterprises were handled
by such intermediaries. The 1999 Annual Report on Pri-
vatization [6] claims that 'by the end of the year, the pri-
vatization process had gained considerable momentum
thanks to the privatization transactions handled by con-
sultants and intermediaries that began to predominate
by the end of the first six months, due to the approach-
ing contract deadlines imposed under the regulations
for the financial sanitation of state-owned enterprises"
[7]. However, the report provides little evidence or
information that could substantiate an independent
judgement.
Doubts have been cast on the procedure for selecting
such intermediaries. Furthermore, the contracts binding
privatization intermediaries raise doubts about the real
intentions behind this policy. Particularly relevant is the
fact that, with few notable exceptions, privatization
intermediaries do not operate on the basis of a 'success
fee'. Rather, their remuneration is in most cases fixed or
mixed (partly fixed and partly success fees). 
Thus, although intermediaries are constrained by
deadlines for the submission of bids for the privatization
transactions they are handling, they have no interest in
speeding up the process if this results in any reduction of
[4] Privatization Agency, Privatization Strategy and Program, no date (1999), p. 1.
[5] According to the Bulgarian Law (Council of Ministers Decree 7/1994) line ministers are principle of state-owned enterprises; they appoint man-
agers under no competition between management teams, there are no performance guidelines and no venture capital elements of the management
itself. The tradition has been that every new cabinet appoint new managers thus benefiting its party affiliates, paying back for loyalty and past political
services.
[6] This report (the full title: A report on the Result of the Program to privatize State-owned Enterprises in 1999), was compiled by the Privatiza-
tion Agency and accepted by the Council of Ministers on March 28, 2000 (Decision 150/2000) is not yet publicly available, and, by the time of compi-
lation of this draft, is still pending hearings in the Parliament.
[7] Report on the Result of the Program to Privatize State-owned Enterprises in 1999, p. 17.14
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their own returns [8]. On the other hand, the intermedi-
aries that we consulted expressed  concern that they
were being treated as 'scapegoats' by the relevant deci-
sion-making authorities. In fact, intermediaries are
charged with preparing the sale of enterprises grouped
into industrial 'pools' listed by sector (i.e. metallurgy,
tourism, chemicals, etc.). However, they have no authority
to 'sign' agreements. These must be submitted for approval
to the privatization agency and in the case of the country's
'blue chips', to the Council of Ministers.
None of the above mentioned three components con-
stituted the major source of revenues from privatization.
The major source were the negotiations and tenders and to
a lesser extent the auctions and the public offers on the
Stock Exchange.
The Privatization Act of May 8th 1992 outlines the pos-
sible ways of privatizing state-owned and municipal compa-
nies. There are six possible procedures for selling majority
stakes in whole companies:
 Auction.
 Competitive tender.
 Direct negotiations with potential buyers.
 Public offer of stocks on the Stock Exchange.
 Centralized voucher auctions.
 Sale to insiders without tender or auction (in accor-
dance with Article 35 of the Privatization Act).
This Act gives preference to participation by insiders, as
this allows for deferred payment (up to 10 years) when the
selected buyer is a management-employee company. More-
over, this allows managers and employees to buy up at pref-
erential terms up to 20% of the shares of the company in
which they are employed. 
In the years under consideration, the total number of
transactions increased progressively, a development that
reflects the increasing commitment of the government to
privatization. It is however important to point out that in
spite of the above mentioned features, the privatization
process has been uneven in terms of both contracted pay-
ments and cash revenues. The slowdown in the mid-1990s
for example, requires a twofold explanation: on the one
hand, this corresponds to a change in the administration, fol-
lowing the general elections of December 1994. On the
other hand, whilst few cash-based privatization transactions
were concluded in that year, 1995 marked the preparation
of the first mass privatization program, which constituted an
important turning point in policy, as described earlier.
Together with the evolution of a general privatization
approach, the allocation procedure for the revenues
obtained has been subject to subsequent changes.
According to the 1999 and 2000 Budget Acts, allocation of
excess revenues is at the discretion of the Council of Min-
isters. The latter will decide on revenues allocation 'taking
into account the execution of privatization programs and
the financial restructuring of the real and banking sectors
according to the conditions of the three-year agreement
with the IMF' [9].
Finally, it is important to point out that until the end of
1996, virtually all the larger state-owned enterprises were
considered 'strategic' and therefore not subject to privatiza-
tion. At present, the long-postponed privatization of such
firms is a high priority on the government's agenda. Howev-
er, it is difficult to foresee the overall outcome of these pri-
vatization transactions. This is because some of the largest
enterprises in this group (in terms of capital and manpower)
are on the brink of bankruptcy and likely to be privatized at
'nominal prices', whilst others are more profitable and
expected to provide the budget considerable revenue. 
Fiscal objectives have rarely been referred to as a prior-
ity in the modeling and execution of Bulgaria's privatization
policy. Privatization was and still is perceived as a process of
politically determined property transfer that should entail
the lowest possible social costs. Although this is not explic-
itly emphasized in the government's programs, the ultimate
aim of privatization is a restructuring of  former state-
owned companies rather than record-breaking fiscal sur-
pluses or a reduction of the national debt.
However, during the transition period privatization
served two important functions that directly affected fiscal
affairs: a) cash inflow into the central budget and various
non-budgetary accounts and b) reduction of the national
debt through the use of government bonds as legal tender
in privatization transactions. Since the very beginning of Bul-
garia's privatization process, both these functions have been
subject to strict regulation and thus fiscal objectives have
been an attributing, though not determining factor of Bul-
garian privatization.
Although the allocation procedure lost some of its
clarity following the 1999 amendment, public officials
from the Ministry of Finance emphasize that (from the fis-
cal point of view) the main aim of privatization is current-
ly the reduction of foreign debt. This should apply to the
entire cash flow into the central budget, since no Brady
bonds have been used as payment instruments in privati-
zation since 1997. Interestingly, in planning the fiscal year
Ministry of Finance the uses two methods for planning
revenues from privatization:
[8] For instance, the Privatization Agency expected to see finalized by 1999 'most part' of the first 30 companies offered for sale through privati-
zation intermediaries in 1997 and 1998, whilst only six transactions had been concluded between 1998 and early 1999 (Privatization strategy and Pro-
gram, p. 3), while the recent report (March 2000) does not disclose any specific information on this matter.
[9] However, none of the institutions we asked to share their vision (including the head of the IMF mission to Sofia) on allocation of provisional
2000 exceeding revenues could provide reliable information.15
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 According to the first approach, the Ministry of
Finance arrives at its own estimate of how much is needed
for the current covering of foreign debt and this is duly sent
to the Privatization Agency.
 The second approach begins with the Privatization
Agency, which presents a program (for which it has three
methods of preparation) before Parliament. Since 1996,
these programs include the volume of expected contractual
payments and the expected cash inflow from privatization
into the consolidated budget. Following its approval, the
program is submitted to the Ministry of Finance. 
However, it is not clear whether the Privatization
Agency considers the estimate sent by the Ministry of
Finance before presenting its own program to the Parlia-
ment.
The government's intention to use privatization to
relieve the national debt burden is strengthened by the pos-
sibility of using a variety of government bonds as payment
instruments in privatization transactions. These include two
types of Brady bonds, as well as 5 types of long-term
domestic debt bonds (all of which are described in detail
below). The ratio of cash payments to debt instruments, to
which  privatization agents must adhere when negotiating
payments, is announced annually in the privatization pro-
grams [10]. This ratio was 50:50 in 1996, since when it has
been 30:70. 
Thus, the major fiscal objective of privatization has grad-
ually changed from support of different off-budget funds, i.e.
different types of public spending, to official debt reduction.
The most important events influencing this change were the
following:
 In 1997, the ratio of debt instruments to cash payments,
to which privatization agents must adhere when negotiating
payments, was raised from 50:50 to 70:30.
 Since 1997, every year a certain group of companies
must be privatized only against cash payments; 96% of
these proceeds is used for official debt reduction.
 Since an early-1999 amendment to the Privatization
Act, 90% of the cash revenues from privatization has flowed
directly into the central budget (and not to 7 non-budgetary
accounts).
1.2. The Case of Poland
The principal goal underlying Poland's privatization strat-
egy, as declared at the very beginning of the process, was to
improve resource allocation [Lewandowski, 1994]. Other
objectives of privatization were to:
 distribute property rights among the Polish population,
 develop a Stock Exchange and capital markets through
initial public offers,
 improve the performance of enterprises by means of
restructuring, leading to a more efficient use of equity, labor
and management skills,
 reduce the size of the public sector and the burden on
the public budget and administration,
 generate revenues for the state and municipal budgets
[Lewandowski, 1994; Pater, 1995].
The Polish government has adopted a "multi-track"
approach to privatization, using various methods which it
has been hoped will support the achievement of different
objectives. The Act of July 13th, 1990 on the Privatization of
State Enterprises constituted a compromise between a
number of different concepts [B³aszczyk and Woodward,
1997].
The first method, called capital (or indirect) privatiza-
tion, which is aimed at providing the greatest revenues to
the budget, is used for the privatization of larger state-
owned enterprises. Capital privatization consists of two
stages. In the first of these, the enterprise is 'commercial-
ized' or incorporated (that is, transformed into a joint-stock
or limited liability company). For the time being, all the com-
pany's shares remain the property of the State Treasury. In
the second step, shares in the newly established companies
are made available to private investors through public offers,
tenders or negotiations following a public invitation. 
The second method, referred to as liquidation (or
direct) privatization, is applied to small and medium-sized
companies in relatively good financial standing. Privatization
by liquidation involves transfer of the enterprise's assets to
private investors. According to the law, there are three main
options for privatization of the whole or part of the compa-
ny under this method: (1) sale of assets; (2) in-kind contri-
bution of the assets to the newly created company; and (3)
leasing of assets to either the company created by the man-
agement and employees of the liquidated SOE or to a third
party (private individuals only). 
According to the Privatization Law of July 13th, 1990, in
those cases where commercial methods were used
(referred to in Poland as capital, or indirect, privatization)
employees had the right to acquire up to 20% of their com-
pany's shares at a preferential price (50% of the issue price).
In cases of liquidation, or direct privatization in which the
leasing method was used, employees had priority over all
other bidders. 
In August 1996, a new privatization law was adopted
[Blaszczyk and Woodward, 1997]. The new law grants
employees a more privileged position with respect to the
acquisition of shares in companies undergoing privatization
[10] Adopted with Decisions of the National Assembly.16
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through an indirect method. Employees may acquire up to
15% of the shares in their companies free of charge. A fur-
ther 15% is available free of charge to any farmers or fish-
ermen that supply a given company on a permanent basis.
Former employees on retirement or disability pensions also
have the right to obtain shares from this pool. The shares
acquired free of charge may not be sold for two years fol-
lowing acquisition and for three years in the case of man-
agerial employees. The law also gives the government the
right to extend these periods.
As for so-called direct privatization, the new law allows
'outsiders' to put forward privatization initiatives without
the need to seek the approval of 'insiders'; however, it also
reduces the number of enterprises eligible for this type of
privatization by introducing very low ceilings on the size of
enterprises considered eligible [11]. Additionally, while the
employees of the enterprises privatized according to this
method do not receive a complimentary 15% of the shares,
as in the case of capital privatization, under the new law they
may receive the equivalent thereof paid to their accounts in
the company's social fund.
Over the entire course of privatization in Poland, the
procedure for liquidation under the State Enterprise Law of
25 September, 1981 has also been used. This procedure is
aimed at meeting the claims of creditors of liquidated SOEs
with poor financial standing and thus its fiscal effect is only
marginal.
Other privatization schemes have subsequently been
added and two of these are important, although  not with
regard to their direct fiscal effects: (1) the Polish model of
mass privatization referred to as the National Investment
Funds (NIF) Program and (2) various types of debtor-credi-
tor arrangements under the Act of 3 February, 1993 on
Financial Restructuring of Enterprises and Banks, allowing
for conversion of debt into equity.
The Mass Privatization Program (MPP) was developed
by the Ministry of Ownership Transformation in mid-1991.
The Act on National Investment Funds (NIF), which is a
modified MPP , was finally adopted in April 1993. This law
provides the legal basis for the Polish Government to estab-
lish National Investment Funds, to contribute to those funds
the shares of the former SOEs transformed into joint stock
companies, to appoint professional management for the
funds and to distribute to the Polish public share certificates,
allowing them to acquire a portion of national assets repre-
sented by their NIF shares for a price of 20 PLN (in late-
1995, slightly over 7USD). It was intended that the NIF pro-
gram would accelerate the pace of privatization. Com-
menced in early 1995, the NIF Program has finally reached
its implementation stage. 512 enterprises were selected for
the program, in which 15 NIFs were to participate. The dis-
tribution of share certificates began in November 1995 and
was completed in November 1996. According to official
data, these were distributed to 25.889 million persons, con-
stituting the vast majority of those entitled to receive the
share certificates. Of all the share certificates distributed, as
many as 98.68% have been cashed or exchanged for NIF
shares. By the end of the distribution period, the original
registration fee was seven to eight times lower than the
market value of the share certificate [12].
In analyzing the fiscal dimensions of Poland's privatization
strategy for the 1990s, one cannot overestimate the impor-
tance of the privatization of the banking sector. This pro-
gram of privatizing state-owned banks, separated in 1989
from the National Bank of Poland (NBP), was adopted at
the beginning of 1991 [Borowiec, 1996]. According to the
program, two to three commercial banks were to be priva-
tized each year starting in 1993, through the following share
distributions:
 30%  to domestic investors,
 up to 20%  to the employees of the banks under pri-
vatization, under preferential terms,
 20 to 30%  to foreign investors,
 30% will remain in the hands of the State Treasury,
including 5% for restitution claims.
The legal framework for the program's implementation
was introduced in April 1992 as an amendment to the Bank-
ing Law. 
Under the Polish Privatization Law of July 13, 1990, Par-
liament passes an annual resolution setting out a privatiza-
tion agenda (referred as "Directions of Privatization") for the
Government to follow. Due to increasing importance of rev-
enues from privatization for the state budget, beginning in
1993 these "Directions" were included as an appendix to the
Budget Law. 
From 1990 to 1997, the revenues from privatization
were included in the central budget and covered current
budgetary needs [13]. Since that time, funds obtained from
privatization began to be informally partly separated from
the central budget. This was the result of an "unwritten"
agreement reached by the Poland's main political forces in
the mid 1990s. The largest political parties agreed the to the
consensus that revenues from privatization [14] should not
be consumed by current budgetary needs, but should be
[11] Under the new law only enterprises employing up to 500 persons the annual sales of up to ECU 6 million and own funds of up to ECU 2 mil-
lion may be privatized using the direct privatization methods.
[12] Informacja o Programie Narodowych Funduszy Inwestycyjnych (Information on National Investmens Program), Ministerstwo Skarbu Pañstwa,
Padziernik  1999.
[13] See section on revenues in Poland.
[14] Especially from the big privatization programs such as privatization of the telecommunication or oil and energy and banking sectors.17
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earmarked to cover the cost of social programs and State
Treasury obligations towards Polish citizens. Politicians real-
ized that without that source of financing, the central bud-
get would not be able to cover the long-term cost of the
social programs agreed upon by the political parties (pen-
sion reform and restitution and compensation programs).
On the other hand, there was no agreement between the
parties on how the programs should be designed and to
what extent funds obtained from privatization should sup-
port particular programs. For example, left-wing parties
focused more on compensation programs, almost entirely
rejecting the restitution program. This was just the opposite
of the right wing parties' political preferences. 
In effect, the consensus became the basis for and clear-
ly determined the strategic goals of Poland's privatization for
the years to follow. 
Before that time, the strategic goals for the privatization
process have yet to be clearly formulated. This was due to
the fact that expectations connected with privatization
were enormous. At the beginning of the transformation of
Poland's economy, it was presumed that the privatization
process would increase the effectiveness and competitive-
ness of privatized companies, assist in the formation of a
capital market, cover the budgetary deficit, help in repay-
ment of the foreign debt and lastly, meet social expectations
through distribution of the shares of the privatized compa-
nies among Polish citizens and the employees of the priva-
tized companies. This meant the lack of any coherent priva-
tization strategy, since some of these goals were plainly con-
tradictory and this had an adverse effect on the speed, qual-
ity and scope of the privatization process in Poland [15].
At present, one may assume that the main political
forces in Poland are agreed that the main goal of privatiza-
tion in Poland is the maximization of revenues. In fact, the
newly formulated privatization strategy in Poland has
allowed privatization of sectors that, since the beginning of
transformation, were practically excluded from the process
by the politicians (e.g. the coal mining, energy, oil, chemical
and transportation sectors).
The "Privatization Program up to 2001", drawn up by
the Ministry of the Treasury, for the first time ever stipulat-
ed in such a detailed manner the assignment of financial
sources obtained form the privatization process. According
to this program, the financial resources needed to cover the
cost of the social and compensation programs to 2001 were
estimated at 75 billion PLN. It was planned for all these
funds to be obtained from the privatization process. Table
1-1 presents the assessment of the costs of the particular
social and compensation programs included in "Privatization
Program up to 2001".
Of the social programs that were to be financed by
funds obtained form privatization, presented in the "Privati-
zation Program to 2001" and that are now in the process of
completion, the pension reform was at that time the most
expensive [17]. The main goals of Poland's pension reform
were a rationalization of the current pay-as-you go system
and a partial replacement with funded elements. The crisis
in the Polish social security system became obvious to all in
the 1990's. The difficulty that arose in assuring the financial
sustainability of the system was due to the simultaneous
occurrence of:
 a sudden increase in the number of new pensioners in
the beginning of the 1990's,
 a decrease in the number of contributors as a result of
declining employment,
 a marked growth in the real value of pensions com-
pared to real compensations, due to an indexation mecha-
nism favoring pensioners and a broadening of the privileges
for special groups of workers.
As the result, the whole system became dependent on
state budget subsidies, which rose to over 6% of GDP in
19921994. The prognosis for the public costs of retire-
Table 1-1. Assessment of the costs of the social and compensation programs to be financed by privatization revenues










2. Compensation program for non-productive State sector
employees and pensioners
20.0 5.69
3. Restitution (re-privatization) program 17.0 4.83
4. Non-equivalent privatization 8.0 2.27
5. Incomes aimed at budgetary needs in 1998 6.8 1.93
6. Other programs (e.g.- restitution of trade union property
confiscated by the communist regime in 1981)
3.1 0.88
Source: "Privatization Program to 2001", Ministry of the Treasury, 1998
[15] B. B³aszczyk "Prywatyzacja w Polsce po szeciu latach  osi¹gniêcia, opónienia i po¿¹dane kierunki", Raport CASE nr 9, CASE, 1997.
[16] The average exchange rate of the National Bank of Poland as of 31st December 1997  3,5180 PLN/USD.
[17] On the other hand, among the social programs, the pension reform seems to be the most needed and the most challenging one.18
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ment and disability benefits clearly showed that within the
framework of the "old" pension system, these expenses
would increase to 22% of GDP by the year 2035 [18]. As a
result, the introduction of a funded system was the only
solution for overburdened public finances, an aging society
and the need for lifelong incomes.
The reform was implemented on January 1, 1999.
According to the program, the cost of pension reform to
2001 was estimated at 20,3 billion PLN and to 2005 at 54
billion PLN. 
The second program intended to be financed through
privatization incomes was the compensation program
for 2.95 million employees working in the non-productive
State sector at the beginning of the 1990s and 1.3 million
pensioners. This was a result of the verdict handed down
by the Constitutional Court. In accordance with the
agreement between the Government and the trade unions
[19], in 1991 and 1992 the salaries of state-owned non-
productive sector employees, the financial privileges for
special working groups (e.g. soldiers) and pensions were
not indexed. This was due to the economic situation
(especially fiscal position) in Poland being catastrophic at
the time. Finally, the trade unions put and their case to the
Constitutional Court and won. In June 1998, the Ministry
of the Treasury estimated the cost of the program at 19
billion PLN. The program was begun in March 2000 and
will be completed by 2004. Initially, it was intended for
payments to be made in the form of compensation certifi-
cates but in the end, the Government decided that pay-
ments would be made in cash [20].
The "Privatization Program up to 2001" also reserved
funds for the restitution program. This program is also to
be covered by privatization revenues. The government
decided to reserve17 billion PLN to the year 2001 in order
to meet restitution claims in the form of re-privatization
certificates exchangeable for State shares or stocks in priva-
tized companies or commercialized companies. The Gov-
ernment decided that the total sum of the fund set aside to
meet indirect restitution claims would reach 40 billion PLN
[21]. Parliament has still not decided the scope and form of
the restitution program. 
As a result of the above, the overall cost of the pro-
gram is still unknown. However, it can safely be said that
it could prove the most expensive program among all
those financed by privatization revenues. The most seri-
ous disputes concern the scope of the program. There
have been more than 170 thousand restitution claims.
The total value of claims presented by former owners has
been estimated at 198.4 billion PLN. According to the
Ministry of the Treasury, the real value of all restitution
claims amounted to 110130 billion PLN. The Adminis-
tration is forcing the scenario of a partial (50 percent) ful-
fillment of restitution claims submitted by former owners,
which means that the cost of the restitution program
would amount to 6070 billion PLN. However, the unions
and the associations of former owners do not wish to
agree to this compromise solution. The position of the
former owners is supported by  European Law. 
It is crucial that this issue be solved before entering
the EU, in order to avoid a scenario where the central
and the local budgets would be forced by European Law
to meet the restitution claims in full (such a scenario
would have an unimaginably catastrophic impact on pub-
lic finances).
[18] Piêtka K., Petru R., "Reform of the Social Security System in Poland", Warsaw, July 1997, CASE.
[19] And what is more important voted by the Parliament.
[20] The program is serviced by the largest, State saving bank PKO BP .
[21] It concerns only the restitution claims, which wouldn't be able to meet through the return of the property taken away by the communist's
regime.19
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2.1. The Case of Bulgaria
In early 1993, at the beginning of the privatization
process in Bulgaria, the total volume of state-owned long-
term assets was estimated to be BGN 580 million (USD 345
million) [22]. The total volume of state-owned assets sub-
ject to privatization is BGN 383 million (USD 228 million) or
66% of the total assets under state ownership/control.
Prior to 2000, enterprises in infrastructure sectors
(energy, transportation, water supply and sewerage sys-
tems) were excluded from the scope of privatization. It is
estimated that about 30% of long-term tangible assets are
held by infrastructure companies that for the time being are
not subject to privatization or would prove difficult to pri-
vatize, such as the National Electric Company, Bulgarian
State Railways, forests, ports, etc. According to the Pro-
gram for the Privatization of State-owned Companies in
2000, some of these infrastructure enterprises are sched-
uled for privatization [23]. 
There are basically two approaches to measuring privati-
zation of state-owned assets in Bulgaria. The first one is the
methodology applied by the Word Bank, according to which
a company or the assets of a given enterprise are considered
privatized when 67% of its shares are transferred from pub-
lic to private ownership [24]. The methodology of the Priva-
tization Agency considers the company and its assets priva-
tized when 51% of shares are in private hands. 
Between 1992 and June 30, 1995, just 2.6% of total
state-owned assets were transferred to private hands. By
mid-1995, the total volume of state ownership in 3,510
enterprises, in terms of fixed assets, amounted to BGN
564 million. This accounts for up to 64% of the 1995 [25]
GDP . 
A significant acceleration in almost all forms of priva-
tization can be observed in late-1996 and 1997. In 1996,
the voucher privatization scheme was launched. Prepara-
tion for the first wave began in 1995, but was only com-
pleted between the end of 1996 and the beginning of
1997. According to the Government Program for Mass
Privatization, stakes varying between 10 and 90% of
shares in 1,050 state-owned enterprises were included in
a list of companies to be privatized through the voucher
system. 10% of every stake offered was to be trans-
ferred free to the company's workers and managers; the
remaining 90% was to be offered to the public through
centralized public auctions [26]. As a result of this
process, some 85 million shares were offered to the pub-
lic, of which over 80% were sold. However, the relative
impact of mass privatization on the disposal of state-
owned assets is considered to be limited. With regard to
the relative effect of the first wave of mass privatization
on the total value of long-term assets owned by the
state, available sources provide somewhat contrasting
figures: some indicate a relative impact of 79%, while
others report a slightly higher percentage of 1113%. In
all cases, the official figures [27] on the total impact of
Part 2
Evaluation of State-owned Assets
[22] The book value of the state-owned assets is as of 31 December 1995. Due to the galloping inflation in 19961997 and the brief hyperinflation
period in early-1997, the figures were re-estimated in late-1997.
[23] For example, such infrastructure companies scheduled for privatization are: companies for production and distribution of electric power
(hydro-electric power stations, thermo-electric power stations, regional companies for electric power distribution,etc.), coal-mining enterprises,
detached manufacturing units of  Bulgarian State Railways, etc. 
[24] Following Bulgarian Trade Law, which proclaims that 67% are needed for full control over a company.
[25] At current prices.
[26] Three separate bidding sessions took place in late-1996 and early-1997.  
[27] A report on the Result of the Program to privatize State-owned Enterprises in 1999.20
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mass privatization, including minority stakes, indicate
14.6% of the total volume of state's assets.
Indeed, 1999 saw the most significant progress in priva-
tization since the beginning of the process. 1,225 transac-
tions were completed, a record compared to previous
years. The volume of de-nationalized assets in 1998 was
about BGN 79.14 million, which is 13.63% of the total
assets subject to privatization. 11.46% of them were sold by
the Privatization Agency, 0.96% by Ministry of Trade and
Tourism, 0.37% by the Ministry of Industry and 0.33% by
the Ministry of Regional Development and Public Works. 
The overall result of both cash and mass privatization in
terms of long-term assets sold from the beginning of the
process until the end of 1999 differs according to the two
methods of measuring privatization of state-owned assets. 
According to the estimates using World Bank method-
ology, the total volume of long-term tangible assets priva-
tized over the period is BGN 184 million, i.e. 31.7% of
the total volume of state-owned assets and 48% of the
assets subject to privatization (BGN 383 m). These results
are quite different from those of the Privatization Agency.
According to the Privatization Agency, the assets pri-
vatized to the end of 1999 amount to BGN 268 million,
which is significantly higher than the World Bank estimate.
If we accept these figures, the relative value of privatiza-
tion against the total value of the long-term assets is 47%.
Respectively, the share of already privatized assets in the
total assets subject to privatization is 71%.  
2.2. The Case of Poland
The Ministry of Ownership Transformation conducted
the first official assessment of the value of State property in
1995 (and at the same estimated the potential revenues to
be obtained from privatization). As of 31st December 1994,
the book value of the stocks and shares of State Owned
Enterprises, State financial institutions, commercialized
State Enterprises and companies with partial State Treasury
[29] participation was estimated at 75 billion PLN or 30.8
billion USD (see Table 2-2). However, this estimate was not
comprehensive as it covered only the productive sector
[30]. It also did not take into consideration potential income
from the sale of municipal property (this aspect is especially
important when analyzing restitution claims).
Following the parliamentary election won by the Action
for Solidarity Election (Akcja Wyborcza Solidarnoæ) and the
Union of Freedom (Unia Wolnoci) parties in September
1997, a much more comprehensive and detailed estimate of
state-owned property was carried out by the Ministry of
State Treasury. This study included not only the value of the
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Table 2-1. The Privatization Agency's Figures for State-owned Long-term Assets at the beginning of 1999 (book value as of December
31, 1998) [28]
Majority stakes Long-term assets
(million BGN)
as of 31.12.1995
% of the total volume
of state-owned assets
(BGN 580 million)
1. Cash privatization 163 55.218 9.54
2. Via intermediaries 126 103.886 17.9
2.1. Pools 73 15.167 2.6
2.2. SARA Pool 26 1.699 0.3
2.3. Consultants 27 87.020 15
3. For liquidation 19 3.263 0.6
Total 308 162.367 28
Source: Privatization Agency
[28] Excluding 39 enterprises, which are difficult for privatization. Their long-term assets amount up to BGN 205 million, or to 35.43% of the total
state-owned assets.  
[29] In that case only the value of the stocks and shares in the hands of the State Treasury was taken into consideration.
[30]  Productive sector includes also the financial sector.
Table 2-2. The (%) share of state-owned assets privatized by years
1993 1994 1995 1996 1997 1998 1999 Total
Assets subject to
privatization
0.56 2.47 1.62 6.19 27.81 6.80 25.79 71.24
Total state-owned
assets
0.37 1.63 1.07 4.09 18.36 4.49 17.03 47.04
Source: Privatization Agency21
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State's productive sector but also assessed the value of the
State sector's non-productive property (e.g. lands and
forests, buildings and facilities of State administration and
State organizational units and the property of higher educa-
tion institutions). These estimates were included in the "Pri-
vatization Program up to 2001" prepared by the new Gov-
ernment. The Council of Ministers adopted the program on
14th July 1998. It should be emphasized that the program
presented not only a schedule for the privatization activities
of the new government and an assessment of the value of
State property, but also allocated the revenues obtained
from privatization. In fact, it was the first official govern-
ment document to balance potential revenues from privati-
zation of State property with the potential cost of the social
and compensation programs to be financed from the same. 
According to the program, as of 31st December 1997, the
value of State property (not including the value of natural
resources and national cultural property) amounted to 604.3
billion PLN (almost 172 billion USD [32]  see Table 2-4).
Comparing the value of the State's productive sector estimat-
ed by the Ministry of Ownership Transformation in 1995 with
the figure estimated by the State Treasury in the Program, we
may observe an enormous difference. The estimated value of
the State's productive sector as of 31st December 1997 was
twice as high as the estimate made in 1995 (respectively 150
[33] and 75 billion PLN). Analyzing the values of State proper-






- equity 34.9 14.3
- 2/3 of profits 1.6 0.7
Commercialized State Enterprises
- equity 21.3 8.7
- 2/3 of profits 2.3 0.9
Financial Institutions (11 banks and 3 insurance companies)
- equity 9.6 3.9
- 2/3 of profit 0.7 0.3
Market value of stocks owned by the State Treasury and listed on the Warsaw
Stock Exchange 1.8 0.7
Companies with partial State Treasury participation 1.3 0.5
25% of the value of the companies included in the MPP program 1.5 0.6
TOTAL 75 30.8
Source: "Directions for Privatization of State Property in 1995", Council of Ministers, Warsaw, 1996
Table 2-4. Value of State property as of 31st of December 1997




1 Lands and forests 117.8 33.5
2 River routes, canals and dams 287.2 81.6
3 Buildings and facilities of state administration and state organizational units 41.4 11.8
4 Stocks and shares of the State Treasury 81.7 23.2
5 Property of state agencies 19.3 5.5
6 Property of state-owned enterprises [35] 50.1 14.2
7 Property of higher education institutions 3.7 1.1
8 Other 3.1 0.9
9 TOTAL (1-8) 604.3 171.8
[31] The average exchange rate of the National Bank of Poland as of 31st December 1994  2,3173 PLN/USD.
[32] The average exchange rate of the National Bank of Poland as of 31st December 1997  3,5180 PLN/USD.
[33] Into a productive sector I included shares and stocks belonged to the State Treasury, the property of State Agencies, the property of State
Owned Enterprises.
[34] The average exchange rate of the National Bank of Poland as of 31st December 1997 3,5180 PLN/USD.
[35] The value of the State Owned Enterprises (SOE) was estimated on the base of the net assets value of the SOE (assets minus liabilities).22
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ty as estimated in 1995 and 1998, the clear conclusion must be
drawn that any comprehensive estimate of State property val-
ues should be treated with caution and a wide margin should
be left for errors and omissions.
In its "Privatization Program up to 2001", the Ministry of
the Treasury "reserved" the following components of State
property to cover the cost of the compensation and restitu-
tion and social programs to be financed by privatization rev-
enues: 
 stocks and shares of the State Treasury  81.7 billion PLN,
 property of state-owned enterprises  50.0 billion PLN,
 property of the State Treasury that can be transferred-
within the restitution scheme  31.2 billion PLN,
 municipal property that can be transferred within the
restitution scheme  69.7 billion PLN.
The total value of State property earmarked to cover
the cost of the compensation and restitution and social pro-
grams was estimated by the Ministry of the Treasury in the
"Privatization Program to 2001" at 232,6 billion PLN. 
Many economists express the opinion that the forecast-
ed value of State property presented in the "Privatization
Program to 2001" was extremely optimistic. There are sev-
eral arguments backing this view. Among these the most
important are the following: 
 According to the Central Statistics Office, many of the
companies that are to be used as "collateral" for the restitu-
tion claims are permanent loss-making enterprises that will
have to be sold at a price below their book value (some of
these enterprises will even have a negative market value -
e.g. companies that will be liquidated or enter bankruptcy
procedures).
 In view of past and present experience in the field of
ownership transformation as well as the quality of the
State portfolio (the financial and competitive position of
the companies to be privatized), one cannot be certain
that these enterprises will be privatized even within the
next ten years.
 Some enterprises considered by the "Privatization Pro-
gram to 2001" as a source of potential privatization revenues
have already been excluded from the privatization process
("Lasy pañstwowe" can be used as an example, the value of
the enterprise being estimated at 12 billion PLN). 
 Municipal authorities will block any attempts to use
their property as a means of meeting restitution claims,
especially where the property is already used as collateral
for credit or bonds.
To summarize, it would seem that the potential incomes
to be obtained from privatization of State property as pre-
sented in the "Privatization Program up to 2001" were over-
valued. The State Treasury will probably never obtain such
large revenues from any form of privatization process (or
through the return of assets to former owners).
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3.1. The Case of Bulgaria
In analyzing the fiscal dimensions of privatization, we
may distinguish three important categories of the financial
effects of privatization. The first is the volume of payments
contracted by the central privatization bodies, including cash
and other means of payment. The second is the volume of
actual payments in privatization transactions. Finally, we
have cash proceeds from privatization, which represent only
the flow of money into the central budget and various non-
budgetary accounts. In this section, emphasis falls on cash
proceeds from privatization.
For the period 19931999, the total volume of cash pro-
ceeds from privatization amounts to approximately USD
1 billion [36]. Privatization revenues have registered a con-
tinual increase since 1993 (with the exception of 1997,
when only three transactions brought revenue of more than
USD 280 million) along with an increase in the number of
transactions and volume of assets privatized.
Privatization proceeds were only 0.1% of GDP in the
first year of the process, but reached 3.21% in 1997. In
the graph below, the expected privatization of the Bul-
garian Telecommunications Company is included in the
forecast for 2000 [37]. If this indeed takes place, the cash
proceeds from privatization for that year will be over
7.3% of GDP .
Part 3
Dynamics of Fiscal Effects of Privatization
[36] Estimated through the yearly average BGN/USD exchange rates.
[37] It is most likely that BTC will be privatized in 2000 for the government has undertaken such commitment before the International Monetary
Fund. The one and only offer so far was submitted by the Greek-Dutch consortium OTE/KPN, which proposed a price of USD 700 million. The price
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Figure 3-1. Cash Proceeds from Privatization as a percentage of GDP
Source: Ministry of Finance, National Statistics Institute24
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Privatization's contribution to consolidated budget
revenues became relatively significant after 1995, when it
reached 1.2% of budget revenues. The contribution was
highest in 1997  9.9%  and is expected to be approxi-
mately 18% in the year 2000. 
The payments contracted by the central privatization
bodies have significantly exceeded cash proceeds. In the
graph below, both are represented in USD in order to
eliminate the effects of domestic currency depreciation.
On average, cash proceeds were 41% of contractual pay-
ments. The main reasons for this were:
 extensive use of debt instruments as legal tender in
privatization,
 the deferred payment schemes (up to 10 years)
used  in MEBOs,
 the rapid depreciation of the domestic currency, in
which most of the contracts before 1998 (i.e. years of
galloping and hyperinflation) were signed.
Since 1998, the annual programs of the Privatization
Agency have included projected contractual payments.
In both years, the actual payments contracted signifi-
cantly exceeded the plan. Even in the program for the
year 2000, only 663 contractual payments are envisaged
although USD 700 million is being offered for BTC alone.
A possible explanation for this mismatch is the govern-
ment's fear of huge budget deficits due to planned but
unrealized privatization proceeds. However, it is the
cash proceeds that directly affect the budget rather than
the contractual payments, which remain in the pro-
grams.
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Table 3-1. Contractual Payments vs. Cash Proceeds in Bulgarian Privatization (million USD)
Year 1993 1994 1995 1996 1997 1998 1999 2000
Payments
contracted
44 144 114 185 572 585 646 2.168
Cash proceeds 11 21 59 85 325 201 283 847













Actual contractual payments (m USD) Cash revenues (m USD)
Figure 3-2. Contractual Payments and Cash Proceeds from Privatization
Source: Privatization Agency, Ministry of Finance
Table 3-2.  Planned and Actual Contractual payments




2000 663 2 168
Source: Privatization Agency25
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In the majority of contractual payments, the largest
share was held by the Privatization Agency, as it was
responsible for the sale of the largest (in terms of long-
term tangible assets) enterprises. The remaining central
privatization agents altogether contracted 46% of the
revenues.
The privatizing agents contracted these payments
using several types of payment instruments, including
cash, government securities, vouchers and compensatory
bonds (issued against restitution claims). The Table 3-4
represents the share of different payment instruments in
the total contractual payments for state-owned compa-
nies. The Table shows that 30.6% of the payments were
negotiated in government bonds. Meanwhile, the total
volume of government bonds actually used as legal tender
in privatization amounts to approximately USD 413 mil-
lion, i.e. about 29% of actual payments (including cash
and debt instruments). Equity-debt swaps are described
separately.
Concentration on revenues by source has been sig-
nificant, since almost 44% of the cash proceeds from
privatization have so far come from the top five transac-
tions (Table 3-5). Over the years, the major providers of
privatization revenues have been the chemical, food,
brewery and tourism industries. 
All the companies listed in the Table 3-5 were pur-
chased by foreign investors. Altogether, the Privatization
Agency contracted 88 transactions with foreign
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Table 3-3. Contribution by Various Privatization Bodies to payments contracted (1993 - 1999) 
Body Share (%)*
Privatization Agency 53.8
Ministry of Economy** 27.6
Ministry of Regional Development and Welfare 8.4
Ministry of Agriculture and Forests 6.1
Ministry of Transport and Communications 3.9
Ministry of Health 0.6
Ministry of Culture 0.1
Ministry of Education and Science 0.02
Energy and Energy Resources State Agency 0.1
Total 100.0
Note: * Share of revenues in current year in BGN
** Before late-1999 the Ministry of Economy was two bodies: the Ministry of Industry and the Ministry of Trade and Tourism
Source: Privatization Agency
Table 3-4.  Share of Means of Payment in Payments Contracted (19931999)





Other means of payment 1.3
Total 100.0
* Share of revenues in the current year in BGN
Source: Privatization Agency
Table 3-5. The Five Largest Privatization Deals
Company Sector Price (million USD) Purchased by
Sodi  Devnya Chemical industry 160 Solvay
Neftochim - Burgas Chemical industry 101 Lucoil Petrol
MDK  Pirdop Copper production 80 Union Miniere Group
Petrol  Sofia Chemical industry 52 Yucos Petroleum, Petrol Holding and OMV
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investors. The contractual revenues from these amount-
ed to approximately USD 825 million, i.e. 36% of the
payments contracted by all central privatization bodies
[38]. Meanwhile, the volume of foreign direct invest-
ments through privatization (including direct payments
and liabilities of privatized companies undertaken) was
USD 1.14 billion for the period 19931999, i.e. 42% of
the total FDI volume for the period.
3.2. The Case of Poland
Revenues according to privatization method
In the Table 3-6, privatization revenues have been
divided into four methods (paths) as in the "Reports on
achievement of the State Budget" prepared by the Min-
istry of Finance. Thus we may see that capital privatization
has been divided into two parts: one for enterprises and
one for banks. However, it must be remembered that pri-
vatization of banks should in practice be treated as part of
indirect privatization. On the other hand, in the Table 3-6
"direct privatization" means both: ordinary direct privati-
zation of small enterprises in good economic condition,
but also the liquidation of bankrupt firms.
Table 3-6 shows the very high annual growth rate of
real privatization revenues each year. The biggest increase
was recorded at the beginning of the process and this may
be interpreted as a sign that the fiscal side of privatization
has been extremely successful since the very beginning of
the process. One may also claim that this is a poor statis-
tical effect, i.e. the result of a very low base. The last
sharp increase, in 1999, is the result of implementing pri-
vatization in the largest state banks and such companies as
Pekao S.A., Poland's second largest bank, and TP S.A. 
the national telecommunications operator.
As the table indicates, revenues from indirect privati-
zation are the most important from the budgetary point of
view and this share is increasing almost every year. In
1999, the total share of indirect privatization, enterprises
plus banks, in total revenues reached 97%. 
Revenues from indirect privatization are also charac-
terized by the most regular real annual growth rate. The
sharp increase in indirect privatization revenues in 1996
can be explained by the amendment of the privatization
law enacted in the middle of that year. One may presume
that numerous previously begun privatization processes
were accelerated in order for them to be completed
before the new law came into force. It may also be true
that other ministries (other then MST) tried to privatize as
much as possible before all state enterprises were "trans-
ferred" to voivodship authorities and the Privatization
[38] In this percentage only the PA's transactions with foreign investors are included due to the limited availability of data of the other privatizing
bodies' activity.
Table 3-6.  State budget revenues from various privatization methods according to State Budget Realization Reports (in millions of
Year 1991 1992 1993 1994 1995 1996 1997 1998 1999
Total privatization revenues 170.94 484.44 780.36 1594.86 2641.58 3749.80 6537.70 8325.95 13347.5
Revenues in millions of USD 161,26 356,21 431,14 702.58 1091.56 1393.98 1993.2 2385.66 3364.21
dynamics, previous year = 100 (in
real terms)
198.2 119.1 154.6 129.6 118.4 151.7 113.9 149,4
Indirect (Capital) Privatization - 309.40 439.38 846.80 1714.20 1945.30 3254.10 6620.00 12949.7
Share of Indirect in total - 63.9% 56.3% 53.1% 64.9% 51.9% 49.8% 79.5% 97.0%
previous year = 100 (in real terms) 105.0 145.8 158.4 94.6 145.6 182.0 182.3
Direct Privatization - - 287.03 322.90 406.10 973.40 359.10 429.40 388.7
Share of Direct in total - - 36.8% 20.2% 15.4% 26.0% 5.5% 5.2% 2,9%
previous year = 100 (in real terms) 85.1 98.4 199.9 32.1 107.0 84,4
Privatization of Banks (capital only) - - 53.96 425.20 521.30 831.10 2924.50 1276.55 N/A
Share of Banks in Total - - 6.9% 26.7% 19.7% 22.2% 44.7% 15.3% N/A
previous year = 100 (in real terms) 596.1 95.9 133.0 306.3 39.0 N/A
Note: the data for indirect privatization in 1999 also covers the privatization of banks
Source: Report on achievement of the State Budget for the years 19911998, Ministry of State Treasury (data for 1999), Central Statistics Office
(inflation), IFS-IMF , Own Calculations27
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Agency, which in fact is constitutes a department of the
MST. This transfer took place in the beginning of 1997,
due to a reform of the central government administration.
This observation is additionally confirmed by the data on
indirect privatization originating in MST, showing that no
sharp increase occurred in that particular year.
Figure 3-1 also shows the real increase of annual priva-
tization revenues from the beginning of the process. In
1999, official privatization revenues were in real terms
more than 10-fold greater than at the beginning of the
process (1991).
In discussing revenues from privatization, one must
not forget the mass privatization program (NIF  Nation-
al Investment Funds program) conducted in the years
19951997. Obviously, fiscal revenue was not the main
objective of this privatization path and it will be consid-
ered in more detail when we come to discuss the costs of
this process. However, as will be explained later, we do
not consider this process privatization as such and there-
fore do not include either the revenues or costs related
to this program as a direct fiscal effect of privatization.
The selling of NIF "share certificates" began in Novem-
ber 1995 and was practically completed by November
1996. The total number of certificates sold reached
25,889,334. Since every certificate was sold for 20 PLZ, this
provided revenue equal to 517.79 million PLZ during one
year, of which approximately 350 million has been trans-
ferred to the budget. Therefore this revenue is comparable
to the revenues from privatization of banks in 1995, or to
one of the largest privatization contracts carried out in 1996
(ZPT Kraków).
Major revenue providers
Table in Annex No 1. presents the level of concentra-
tion of privatization revenues in terms of the major rev-
enue providers. As may be seen, the share of the largest
privatization contracts in total privatization revenues
tends to increase, especially over the last three years, i.e.
19971999. Figure 3-4 provides a very clear illustration of
this process. This increase is closely linked to the growing
importance of indirect privatization in total revenues,
since all larger privatization contracts are performed
using this path, either by a public offer on the stock mar-
ket or by selling to strategic (mainly foreign) investors.
The mixed path is also applied, as in the case of the Pekao
SA bank or TP S.A. If we consider the enormous privati-
zation plans for the year 2000, we may also expect the
role played by large individual privatization contracts to
increase in the future. 
The greatest number of large privatization transac-
tions has been performed in the banking sector (6), fol-
lowed by the tobacco industry (4) and the cement and
pharmaceutical industries (3). Obviously, this branch
structure does not reflect the structure of the entire pri-
vatization process. The greatest number of privatized
companies belongs to the food, machinery and construc-
tion sectors and this seems to mirror the structure of
industry as a whole as it was inherited from the socialist
economy (as far as the number of companies is concerned
and excluding coal mines, steel mills and other branches
that have been excluded from privatization due to their
"strategic" nature).
100.00 198.2 235.9 364.8 472.7 559.7 849.3 967.4 1445.4










dynamics, 1991=100, real terms
Figure 3-3. Growth in Privatization revenues in years 19911999 in real terms. 1991=100
Source: As in Table 3-6
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The growing concentration of privatization revenues
presented in Table in the Annex No. 1 leads us to look
more cautiously at the figures presenting a sharp increase
in privatization revenues. It means that last year's privati-
zation revenues were almost totally determined by enor-
mous individual transactions. Obviously, the number of
large state-owned companies, such as the largest banks,
the national telecommunications operator or the national
airline is strictly limited. Therefore one cannot expect this
sharp increase in privatization revenues to last forever;
eventually these revenues will begin to fall as sharply as
they have been increasing. The above observation may
seem trivial, but it is particularly important from the
macroeconomic policy point of view.
Cash revenues and other financial obligations
according to various privatization methods [39]
The total share of obligations in privatization revenues
is decreasing. This may be most easily observed in the
case of indirect privatization, which in an obvious way dri-
ves the total number of revenues.
The situation looks a little different in the case of
direct privatization, where a large number of the priva-
tized companies have been leased to insiders. About 80%
of budget incomes from direct privatization for the years
19941997 came from this method. According to the
Central Statistics Office, the share of obligations in leasing
contracts increased in 1997 from about 1725% (for the










3 as a percentage of total privatization revenues 18.1% 42.9% 28.1% 29.2% 61.5% 58.0% 71.5%
1993 1994 1995 1996 1997 1998 1999
Figure 3-4. The three largest  privatization contracts as a percentage of total privatization revenues in the years 19931999
[39] The data for this  part come from the CSO and as already mentioned earlier can not be treated as complete and therefore one should take
them as estimates only.
Table 3-7. The share of other financial obligations in the total privatization revenues contracted in the years 19911997
1991 1992 1993 1994 1995 1996 1997
Indirect privatization 20.2% 14.9% 14.8% 11.0% 5.1% 1.3% 0.4%
Direct privatization since '90 30.6% 33.3% 24.1% 19.1% 19.2% 69.4%
Total since '90 20.7% 23.8% 14.2% 7.6% 4.7% 6.2%
No data is presently available for the years 19981999
Source: MST and CSO29
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three previous years) to more the 77% of all contracted
revenues. This increase explains the sharp growth of
obligations in total direct privatization revenues in that
year.
Ratio of effective revenues to those planned in
government programs
Table 3-8. shows that for the last 6 years, the govern-
ment has regularly underestimated privatization rev-
enues in any given fiscal year. The graph clearly illustrates
both the direction and the size of this error. This time,
budget plans were nearly half the effective revenues,
which sets a new record. The regular underestimation of
revenues may suggest that privatization was being treat-
ed as a hidden source of budget reserves.
This could be especially true for the years before
1997. Since then, privatization has not been a part of
budget revenues but is counted as an additional source of
government income which, according to the "Report on
achievement of the state budget for 1998" was used to
finance the budget deficit and therefore can no longer be
a tool for decreasing the official budget deficit. This
would seem to be a reasonable policy. Treating privatiza-
tion as part of budget revenues could be very dangerous,
since it might lead to some form of hidden budget deficit
that could explode when this kind of revenue eventually
ceases [40].
Taking into account both its importance for total pri-
vatization revenues and also the size of any "mistake", it
seems that bank privatization is the main cause for con-
cern, when it comes to underestimating revenues. This
seems especially strange, since privatization of any bank
is normally planned a long way ahead of time and there-
fore revenues should also be relatively easy to plan.
However, one must also remember that the final price
obtained for a privatized bank (or other company) at the
moment of privatization is very much dependent on the
current situation of the financial markets and therefore
to some extent, any poor prediction may be justified.
The serious error concerning indirect privatization in
1996 seems to have been mainly caused by the appear-
ance of really large individual privatization contracts, for
example STALEXPORT, which was sold for more than
190 million PLN. The significant error concerning direct
privatization in 1996 was probably caused by the amend-
ments to the privatization law referred to earlier in this
text.
Table 3-8. Government privatization revenues programs and revenues obtained according to privatization method in the years
19911999 (millions of PLN)
1991 1992 1993 1994 1995 1996 1997 1998 1999
Total planned priv. revenues 380 600 880 1230 2330 2165 4450 6700 6900
Obtained 170 484 780 1595 2642 3750 6538 8326 13347
Revenues obtained as a
percentage of those planned
45.0% 80.7% 88.7% 129.7% 113.4% 173.2% 146.9% 124.3% 193.4%
Planned indirect priv. revenues - 400.00 450.00 450.00 1516.00 1800.00 2510.00 6251.18 NA
Obtained - 309.40 439.38 846.80 1714.20 1945.30 3254.10 6620.00 NA
Revenues obtained as a
percentage of those planned
- 77.4% 97.6% 188.2% 113.1% 108.1% 129.6% 105.9% NA
Planned direct priv. revenues - - 380.00 350.00 370.00 365.00 490.00 451.52 NA
Obtained - - 287.03 322.90 406.10 973.40 359.10 429.40 NA
Revenues obtained as a
percentage of those planned
- - 75.5% 92.3% 109.8% 266.7% 73.3% 95.1% NA
Planned bank privatization
revenues
- - - 430.00 450.00 400.00 1450.00 987.80 NA
Obtained - - 53.96 425.20 521.30 831.10 2924.50 1276.55 NA
Revenues obtained as a
percentage of those planned
- - - 98.9% 115.8% 207.8% 201.7% 129.2% NA
Source: Reports on achievement of the state budget for the years 19911998, own calculations
[40] The issue of the use of privatization revenues is treated in more detail in chapter 6.2 of this report.30
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Privatization revenues as a share of GDP and
as a share of the central budget
As may be expected, both the share of privatization
revenues in total budget revenues and their share in GDP
rises each year. Figure 3-6 illustrates this very clearly. A
similar graph for the share in GDP would be almost iden-
tical, since the share of budget revenues in GDP has
remained more or less at the same level  2530% for
the last 9 years. In 1998, privatization revenues per capi-
ta were 61.70 USD and per person gainfully employed
146.66 USD. The meaning of these figures may be better
understood if we consider that GDP per capita and per
person gainfully employed in this particular year amount-
ed to 4119.08 USD and 9791.62 USD respectively.
Comparing the figures in Table 3-9, one must remem-
ber that till 1996, privatization revenues were counted as
an ordinary budget income, i.e. the officially reported
budget deficits in those years were deficits after privati-
zation had been included. Since 1997 they have been cal-
culated separately. Therefore, in order to ensure compa-
rability, in the Table 38 the last row (net budget
result/GDP) shows the actual budget deficit/surplus after
privatization revenues have been included in central bud-
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Figure 3-5. The government's error as a percentage of planned privatization revenues
Source: As in Table 3-7
Table 3-9. Privatization revenues as a share of the central budget and as a share of GDP (millions of PLN)
Millions of PLN 1991 1992 1993 1994 1995 1996 1997 1998 1999
Total privatization revenues 170.94 484.44 780.36 1594.86 2641.58 3749.80 6537.70 8325.95 13347.50
Total central budget revenues
(including privatization)
21088 31277 45900 63125 83721 99674 126309 134885 125911.5
Privatization as a percentage of
budget revenues
0.81 1.55 1.70 2.53 3.16 3.76 5.18 6.17 10.60
Privatization as a percentage of
budget revenues (for the period
1997-1999 increased by
privatization revenues)
0.81 1.55 1.70 2.53 3.16 3.76 4.92 5.81 9.58
Central budget deficit / GDP (%) 3.8 6.0 2.8 2.7 2.4 2.4 1.3 2.4 2.05
Privatization as a percentage of
GDP (%)
0.21 0.42 0.50 0.76 0.86 0.97 1.39 1.51 2.18
Net budget result */ GDP (%) - 3.8 -  6.0 - 2.8 - 2.7 - 2.4 - 2.4 0.1 - 0.9 - 0.1
* Central budget deficit plus privatization revenues
Source: Reports on Achievement of the State Budget for the years 1991-1999, Central Statistics Office-for GDP and own calculations31
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get revenues. In this way, the net budget result for the
period 1991-1996 is equal to the central budget deficit.
However, in the years 19971999, the net budget result
is a lesser negative figure (in 1997, even a positive one)
than the budget deficit.
Revenues from foreign investors
The share of foreign investors in total privatization
revenues seems to be declining.
Due to a lack of domestic capital and also underdevel-
opment of the Stock Exchange, at the beginning of the
privatization process sales to foreign strategic investors
was the best and indeed the only possible way of priva-
tizing larger enterprises. 
The situation eventually changed in 1994, when Bank
l¹ski was partially privatized through a public offer on
the Stock Exchange. In 1998, the two largest privatization
transactions were performed through the Stock Exchange
and this sharply reduced the importance of foreign
investors in that year. Obviously, this does not mean no
part of the shares of those companies were purchased by
foreigners on the Stock Exchange. Nevertheless, it is not
to be treated as the sale of a privatized company to a for-
eign strategic investor.
However, it seems that in 1999 the situation had
changed. Shares of both the banks privatized in that year
were sold to foreign direct investors. Hence the first
impression one draws from Table 3-10 may be a little mis-
leading. The largest privatization contracts planned for
2000, for example T.P . SA and Bank Handlowy SA are also
to be concluded by selling part of their shares to foreign
investors. Thus it seems that the sharp fall observed in
1998 was only a one year anomaly.
The data concerning the percentage share of privati-
zation transactions in total FDI also fails to indicate any
well-defined pattern. In fact, it is quite closely correlated
with the percentage share of foreign investment in total
privatization revenues. It seems that this share is quite
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Figure 3-6. Privatization as % of Budget Revenues
Source: As Table 3-10
Table 3-10. Revenues from foreign strategic investors (FSI) as a share of total privatization revenues, indirect privatization and in total
FDI in the years 19911998 (millions of PLN)
1991 1992 1993 1994 1995 1996 1997 1998
FSI 134.6 290.9 319.4 236.20 1163.1 1139.2 1522.1 1042.4
FSI/total revenues 78.7% 60.0% 40.9% 14.8% 44.0% 30.4% 23.3% 12.5%
FSI/indirect privatization 94.0% 72.7% 27.9% 67.9% 58.6% 46.8% 15.7%
FSI/FDI 5.5% 13.1% 9.4% 9.5% 4.7%
Source: Report on the change of ownership structure in 1998. MST-1999, National Bank of Poland  and own calculations32
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randomly determined by the occasional large privatization
contracts with foreign investors in the given year. For
example, in 1995 (the year with the highest share) most of
the five largest privatization contracts were concluded
with the participation of a foreign investor (about 70% of
the value of shares sold), whereas in 1998 (the minimum
share) only 19% of the shares of the five largest contracts
were sold to foreign investors. It is expected that in 2000,
the share of privatization transactions in total FDI will
again rise, for the same reasons as referred to in the pre-
vious paragraph.
Various payment instruments
The role of payment instruments other then cash
would not seem to be an important factor in privatization
revenues in Poland. At the beginning of the privatization
process, some direct privatization payments were carried
out by treasury obligations. The share of these kind of
payments decreased very rapidly. In 1991 it was 19%, in
1992  2,7% and finally in 1993  1,5%, after which the
Central Statistics Office ceased to report any transactions
of this kind.
In the case of direct privatization, part of the assets of
privatized companies are either contributed in kind to the
company or, especially in cases of liquidation, may serve
to pay off the creditors of a bankrupt company. According
to the Central Statistics Office, the total share of assets
contributed in kind in the years 1990  (first half of) 1999
equaled 8.4% of the assets distributed by the direct pri-
vatization method and payments to creditors constituted
50.1% of the assets of companies liquidated during the
period.
One must however take into account that these kind
of transactions are not registered as privatization rev-
enues and therefore do not affect our earlier statistics.
The other issue to be examined in this section is own-
ership transformation under the "Law on Financial
Restructuring..." that was enacted in February 1993.
Although some may consider the ownership transforma-
tions that have been conducted to be a form of privatiza-
tion, this is not strictly correct. This law was developed
and introduced mainly for state-owned banks and enter-
prises, to enable them to resolve mutual arrears prob-
lems. Therefore, even if under this law some assets of
state enterprises were seized by banks or other compa-
nies, this should not be treated as privatization, since at
least during the first few years, most of those banks and
companies were likewise state-owned.
Obviously, this situation has gradually changed. Never-
theless, any change in ownership structure has always
been a by-product of transactions conducted according to
this law.
3.3. Comparison
Comparing the dynamics of privatization proceeds in
Bulgaria and Poland one have to take into consideration
various starting points for privatization process in both
countries. Privatization in Bulgaria begun in practice three
years later than in Poland. From this point of view com-
parison of the dynamics reveals interesting coincidence: in
both countries privatization revenues achieved share
close to 1% of GDP in this same year namely in 1996,
which was third year of the initiation of the process in Bul-
garia, and sixth in case of Poland. In both countries the
revenues tends to rise systematically year by year. Com-
parison does not prove the hypothesis relating trade-of
between budgetary incomes from privatization and speed
of privatization [41].
Especially relatively significant became privatization's
contribution to the countries' budgets revenues in late
nineties: it reached 9.9% of budget revenues for Bulgaria
(in 1997) and  for Poland 9.58% (in 1999).
Comparison of revenues from privatization in Bulgaria
and Poland in absolute terms reflects rather the relative
size of both economics, therefore can give only very gen-
eral picture of the proportion of the privatization pro-
ceeds for each country.
Comparison of the level of concentration of the priva-
tization revenues for Bulgaria and Poland in terms of
biggest providers shows more differences than similari-
ties. Relatively high concentration for Bulgaria in the first
two years of the process could be explained by very low
absolute size of the privatization proceeds and small num-
ber of privatization deals for this period. Growing and
very high concentration in Poland for the last three years
is caused by privatization of large companies and banks.
Privatization revenues were almost totally determined by
very few enormous individual transactions.
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[41] This interdependency has been formulated by B. Blaszczyk and R. Woodward and was probably valid for the first stage of privatization
[Blaszczyk and Woodward, 1996, p. 17].33
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Figure 3-7. Privatization Revenues as % of GDP in Bulgaria and Poland
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Figure 3-8. Privatization Revenues in Bulgaria and Poland
Note: * For Poland only the largest three in 1996
Source: Privatization Agency (Bulgaria).34
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Figure 3-9. Biggest Five Providers' Share (%) in the Privatization  in Bulgaria and Poland
Source: As in Table 3-7